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[T.D. 8712, 62 FR 2283, Jan. 16, 1997, as amend-
ed by T.D. 8757, 63 FR 3259, Jan. 22, 1998; T.D.
8941, 66 FR 4664, Jan. 18, 2001; T.D. 9016, 67 FR
59759, Sept. 23, 2002; T.D. 9085, 68 FR 45775,
Aug. 4, 2003]

TAX EXEMPTION REQUIREMENTS FOR
STATE AND LOCAL BONDS

§1.141-1 Definitions and rules of gen-
eral application.

(a) In general. For purposes of §§1.141-
0 through 1.141-16, the following defini-
tions and rules apply: the definitions in
this section, the definitions in §1.150-1,
the definition of placed in service
under §1.150-2(c), the definition of
grant under §1.148-6(d)(4)(iii), the defi-
nition of reasonably required reserve or
replacement fund in §1.148-2(f), and the
following definitions under §1.148-1:

bond year, commingled fund, fixed
yield issue, higher vyielding invest-
ments, investment, investment pro-

ceeds, issue price, issuer, nonpurpose
investment, purpose investment, quali-
fied guarantee, qualified hedge, reason-
able expectations or reasonableness, re-
bate amount, replacement proceeds,
sale proceeds, variable yield issue, and
yield.

(b) Certain general definitions.

Common areas means portions of a fa-
cility that are equally available to all
users of a facility on the same basis for
uses that are incidental to the primary
use of the facility. For example, hall-
ways and elevators generally are treat-
ed as common areas if they are used by
the different lessees of a facility in
connection with the primary use of
that facility.

Consistently applied means applied
uniformly to account for proceeds and
other amounts.

Deliberate action is defined in §1.141-
2(d)(3).

Discrete portion means a portion of a
facility that consists of any separate
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and discrete portion of a facility to
which use is limited, other than com-
mon areas. A floor of a building and a
portion of a building separated by
walls, partitions, or other physical bar-
riers are examples of a discrete por-
tion.

Disposition is defined in §1.141-
12(c)(1).
Disposition proceeds is defined in

§1.141-12(c)(1).

Essential governmental function is de-
fined in §1.141-5(d)(4)(ii).

Financed means constructed, recon-
structed, or acquired with proceeds of
an issue.

Governmental bond means a bond
issued as part of an issue no portion of
which consists of private activity
bonds.

Governmental person means a state or
local governmental unit as defined in
§1.103-1 or any instrumentality there-
of. It does not include the United
States or any agency or instrumen-
tality thereof.

Hazardous waste remediation bonds is
defined in §1.141-4(f)(1).

Measurement period is
§1.141-3(9)(2).

Nongovernmental person means a per-
son other than a governmental person.

Output facility means electric and gas
generation, transmission, distribution,
and related facilities, and water collec-
tion, storage, and distribution facili-
ties.

Private business tests means the pri-
vate business use test and the private
security or payment test of section
141(b).

Proceeds means the sale proceeds of
an issue (other than those sale pro-
ceeds used to retire bonds of the issue
that are not deposited in a reasonably
required reserve or replacement fund).
Proceeds also include any investment
proceeds from investments that accrue
during the project period (net of rebate
amounts attributable to the project pe-
riod). Disposition proceeds of an issue
are treated as proceeds to the extent
provided in §1.141-12. The Commis-
sioner may treat any replaced amounts
as proceeds.

Project period means the period begin-
ning on the issue date and ending on
the date that the project is placed in
service. In the case of a multipurpose

defined in
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issue, the issuer may elect to treat the
project period for the entire issue as
ending on either the expiration of the
temporary period described in §1.148-
2(e)(2) or the end of the fifth bond year
after the issue date.

Public utility property means public
utility property as defined in section
168(i)(10).

Qualified bond means a qualified bond
as defined in section 141(e).

Renewal option means a provision
under which either party has a legally
enforceable right to renew the con-
tract. Thus, for example, a provision
under which a contract is automati-
cally renewed for 1-year periods absent
cancellation by either party is not a re-
newal option (even if it is expected to
be renewed).

Replaced amounts means replacement
proceeds other than amounts that are
treated as replacement proceeds solely
because they are sinking funds or
pledged funds.

Weighted average maturity is deter-
mined under section 147(b).

Weighted average reasonably expected
economic life is determined under sec-
tion 147(b). The reasonably expected
economic life of property may be deter-
mined by reference to the class life of
the property under section 168.

(c) Elections. Elections must be made
in writing on or before the issue date
and retained as part of the bond docu-
ments, and, once made, may not be re-
voked without the permission of the
Commissioner.

(d) Related parties. Except as other-
wise provided, all related parties are
treated as one person and any reference
to ““person’’ includes any related party.

[T.D. 8712, 62 FR 2284, Jan. 16, 1997]

§1.141-2 Private activity bond tests.

(a) Overview. Interest on a private ac-
tivity bond is not excludable from
gross income under section 103(a) un-
less the bond is a qualified bond. The
purpose of the private activity bond
tests of section 141 is to limit the vol-
ume of tax-exempt bonds that finance
the activities of nhongovernmental per-
sons, without regard to whether a fi-
nancing actually transfers benefits of
tax-exempt financing to a nongovern-
mental person. The private activity
bond tests serve to identify arrange-

§1.141-2

ments that have the potential to trans-
fer the benefits of tax-exempt financ-
ing, as well as arrangements that actu-
ally transfer these benefits. The regu-
lations under section 141 may not be
applied in a manner that is incon-
sistent with these purposes.

(b) Scope. Sections 1.141-0 through
1.141-16 apply generally for purposes of
the private activity bond limitations
under section 141.

(c) General definition of private activity
bond. Under section 141, bonds are pri-
vate activity bonds if they meet either
the private business use test and pri-
vate security or payment test of sec-
tion 141(b) or the private loan financing
test of section 141(c). The private busi-
ness use and private security or pay-
ment tests are described in §§1.141-3
and 1.141-4. The private loan financing
test is described in §1.141-5.

(d) Reasonable expectations and delib-
erate actions—(1) In general. An issue is
an issue of private activity bonds if the
issuer reasonably expects, as of the
issue date, that the issue will meet ei-
ther the private business tests or the
private loan financing test. An issue is
also an issue of private activity bonds
if the issuer takes a deliberate action,
subsequent to the issue date, that
causes the conditions of either the pri-
vate business tests or the private loan
financing test to be met.

(2) Reasonable expectations test—(i) In
general. In general, the reasonable ex-
pectations test must take into account
reasonable expectations about events
and actions over the entire stated term
of an issue.

(ii) Special rule for issues with manda-
tory redemption provisions. An action
that is reasonably expected, as of the
issue date, to occur after the issue date
and to cause either the private busi-
ness tests or the private loan financing
test to be met may be disregarded for
purposes of those tests if—

(A) The issuer reasonably expects, as
of the issue date, that the financed
property will be used for a govern-
mental purpose for a substantial period
before the action;

(B) The issuer is required to redeem
all nonqualifying bonds (regardless of
the amount of disposition proceeds ac-
tually received) within 6 months of the
date of the action;
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